~ THE INSTITUTE OF
NATIONAL PLANNING

Memo. No. 407

Problems of Accelerated Growth.
Edited by
Dr. A. Hosny

Marcn 1964.




PROBLEMS OF ACCELERATED GROWTH & MANPOWER
PLANNING IN DEVELOPING COUNTRIES.

Cairo, Jan, 3= 10t 1962,

Problems of Accelerated Growth,

Edited by
Dr, Ahmed Hosny.



PROBLEMS OF ACCELERATED GROWTH & MANPOWER
PLANNING IN DEVELOPING COUNTRIES.

Cairo, Jan, 3225;"1032 1962,

Problems of Aocceleraied Growth.

Edited by
Dr, Ahmed Hosny.



e

i

Contents

The Nature of Growth

The Concept of Accelerated Growth
Definition of Accelerated Growth,

The Units of Accelerated Growthe
Production of Accelerated Growth.

Physical and Human Resources
the Acceleration of Capital Formation

The Development of Human Resources.

Human and Social Factor,
Social Attitude.
The System of Wants,.
Equity and Social Justice.

The Role of the Public Sectore.

Accelerated Growth and Planning,
Objectives of Planning.
The Drive towards Optimality.

The Mechanism of Mobilising Resources.

International Setting of Accelerated Growth.
The Terms of Trade.
International Specialisation.
Balance of Payments Problems.
International Capital Flows,
The International Flow of Knowledge.

Appraisal of the Present International Setting.

Page

10

£2

18

23
a5

52



ACCELERATED GROWTH,

Chairmen: 3 Prof. P,S. Lokanathan,
Mr, M. Abbas .
Participants:

P,5. Lokanathan I.H. Abdel-Rahman
J. Tinbergen S, El-Naggar

Hs Singer O, Othman

Y. Sayeigh A.M, El-Abd

A.M, Farrag H. Kaghad

P. Pant M. Abbas

M, Guerrero W, Hagemajer

C., Kidd F., Harbison

H.M, Phillips M.Z. Shafei

Report Editor: Dr. A. Hosny.



-

The Nature of Growth,

The concept of growth is commonly used in the technical sense

to refer to the growth of the volume of production. The short-coming of
this definition is that it restricts the concept to the technical aspect

of the process of growth, and excludes the social and human aspects,

To take care of these aspects, some economists propose to defire
growth as the capacity of the society to grow; According to this definiticn,
the rate of growth of national product is not a sufficient indicator of
the fundamental changes that take place, It has to be supplemented by other

indicators to follow up the development of the human and social aspects.

Other economisis propcse the distinction between two concepls:
growth and development, The concept of growth should be defined in the
technical sense to mean the expansion of the productive capacity, without
reference to the social or the human aspects., The concept of development,
on the other hand, is defined to mean the growth of national product to a
level determined by both the physical and the social capacities, The impli-

cations of this definition are:

a) Growth should be sustained,
b) Growth should result mainly from the performance of the

national economy.

c) Some social dimensions are added,

In this sense, development becomes social as well as economic,
This qualification draws the attention to the social and human factor as a

a2 prerequisite for growth. One should not overlook the fact that the objec-
tive of development is the promotion of the well-being of the society.
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Unless people, as producers and consumers, have the determination and
capacity to achieve objective, growth, in its technical sense, will be

meaningless,
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/ The Concept of Accelerated Growth.

Definition of Accelerated Growth:

Though the concept of accelerated growth is a familiar one in
contemporary economic discussions, there is no agreement on the precise

definition of the concept. Two interpretations can be distinguished:

The stage concept:
The first definition is Rostbw's stage concept. According to this
concept, the distinction is made between three stages through which a

country may pass:

1, The "pre~development" stage, where per capita income is cons-

tant. The rate of growth of national income approximates the

rate of growth of population, which is about 2% per annum,

2. The stage of "accelerated growth" where growth proceeds at an

- accelerated rate until the economy acquires the capacity to

sustain its growth.

3. The stage of "self-propelling growth", This is the normal
-stafe of affairs in which the economy has the capacity for
growth without any external driving force, and even without &

conscious policy to induce growth by the government,

According to this stage classification, the concept of accelera-
ted growth refers to the development of the economy in a particular stage.
Two characteristic of this stage can be emphasiged:

a) It is the intermediate stage through which the economy

passes from-development to self-propelling growth.
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b) The rate of growth is increasing over time until it reaches

the limit where it can be self-sustained.,

Hence, accelerated growth is defined as the acceleration of the

rate of growth of the national economy in a particular stage of its

development,

The hicstorical concept:

The second concept is Kuznet's historical concept., Historical
evidence suggests that world development has been achieved in successive
generations. In each generation, the rate of growth has been higher than

that in the preceding one,

The pioneer country was the United Kingdom., Next came France,
Germany and the United States., In this second generation, the rate of growih
was higher than the rate of growth of the United Kingdom. This generation

was followed by U.S.S.R. and Japan, where the rate of growth was higher,

This evidence suggests that the rate of growth is an increasing
function of time. Hence, accelerated growth is defined as the capacity of

each generation to grow at a higher rate than its predecessor.

Exponents of the stage concept claim that this historical concert
implies the stage concept. That is to say, the historical evidence suggests
that each economy passes through a stage in which the rate of growth is
increasing over time., But defenders of the historical concept claim that
their definition implies something more than that. It implies that the uppe:r

limit of growth attained by each generation is higher than the upper limit
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attained by the preceding generation. According to their view, it is this
particular evidence which is the essence of the concept of accelerated

growth;

The Limits of Accelerated Growth:

By definition, the concept of acceleration, whether interpreted
in the stage sense, or in the historical sense, implies that there is a
lower limit for the rate of growth which is slightly higher than the rate
of growth of population, allowing for a slight improvement in the standanrd

of living.

But the concept raises the issue: Can acceleration be maintained
indefinitely? Or is there an upper limit beyond which accelerated growth

is impossible?

There is general agreement that acceleration cannot be maintained
indefinitely. But there is disagreement about the precise height of the
upper limit, The issue is directly linked with the definition.of accelera-

tion.

Interpreting acceleration in the stage sense, the upper limit is
determined by the capacity of the economy to sustain its growth, Since
different economies hence different capacities for growth, the height of

the upper limit of acceleration cannot be quantitatively determined,

Interpreting acceleration in the historical sense, the upper

limit is determined quantitatively by contemporary evidence.

Classifying the countries according to the level of per capita

income, four classes can be distinguished:
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1. The richest and oldest countries, like the United Kingdom,
and the United States. This group is advancing at a compara-

tively slow rate,

2. The soviet Union, Germany and Japan. This group is advan-

cing at a faster rate,

3, The new countries like Brazil and Mexico. This group is
advancing at a faster rate than that achieved by the seconi

group.

4, The under-developed countries in Asia and Africa. The deve-

lopment of these countries is remarkably slow.

Two propositions are derived from this classification:

The first is the tendency towards equalization between the

first three classes, as a result of the acceleration of the rate of growth,

The second is that the principle of equalization does not app.y
to the fourth class. That is to say, there is no possibility that the
countries which are now under-devéloped will 'be ‘able ‘to grow'at a rate
higher than that achieved by the third class.

This leads to the conclusion that the process of acceleration
has already reached its summit, and the upper limit is determined by the

rate of growth achieved by the last generation of developed tountries.

The proposition that the summit of acceleration is quantita=
tively determined by historical and contemporary evidence is, however,
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questionable, The cases of Germany and Japan are examples where this
proposition is not strictly true. In both cases, the rate of growth exceeded
the level of 10%, and it is not possible to conculde from the historical

evidence that accelerated growth has already reached its summit,

This does not imply, however, than accelerated growth will go

on indefinitely, It is quite possible that the speed of acceleration will

reduce its speed,

This possiblility is based on one of the following hypotheses,

1, The inability of certain factors which had €ontributed

to accelerated growth in the past to operate now,

2. The emergence of new factors affecting adversely the

rate of growth.

Several factors may be responsible for setting the upper limit

of the process of acceleration.
l. Slackening of motivation for accelerated growth:

It is gquite conceivable that after a certain level of
wealth, the society may have a different motivation thar
progress. Factual 'evidence suggests that beyond a certain
level of well-being, the econoﬁy may become disinterested
in accumulating more capital, as they have enough savings,
and rearrange their systems of wants accordingly to have

more consumption,

2. The gap of technology:

The factor emphasized to explain the inapplicability of
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the equalization principle to the under-developed coun-
tries, is the gap of technology between the under-developed
and the advanced countries. It is claimed that accelera-
tion was poséible in the past because technology could be
transmitted from one generation to another in a cumulative
manner. The pioneer countries like the United Kingdom, had
to create their own technology. The next generation of
countries were in a better position since_they had unex -
polited possiblilities to apply the technology transmit-—
{iedl from the preceding generation., Between 1870 and 1910,
the progress of technology was appreciable, and was suffi-
ciently fast to give great opportunities for exploiting

the possiblilities of growth.

Since then, technology has advanced a very fast speed

and has changed its nature. It has become so capital
intensive that it is difficult to transmit the new innova-
tions to the countries wh;ch are now under-developed.

This unbridgeable gap of fechnology between the advanced
and the under-developed countries is the factor responsible

for setting up the upper limit of acceleration.

The exhaustion of the human and organizational capacity
of the economy. In many countries, the capacity to grow
humanly and organizationally is exhausted far before the

capacity to accumulate physical capitale.

The emergence of bottlenecks, specially in skilled man-

power, may be one of the .important factors setting a

limit to acceleration,
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The most important factor is the decline in investment
opportunities, If the rate of saving far exceeds that of
investment opportunities, it would be hardly possible that
any growth can take place; The experience of the last decade
indicates that ivestment opportunities in the highly deve-
loped countries are soO minimized that the problem of saving

has become a severe ONl€.

The population pressure may be greatly reduced. This is a
more theoretical possibility, but if.1is possible that

population may become stagnant, and accelerated growth

will be adversely affected,
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Preconditions of Accelerated Growth.

To start the process of accelerated growth, certain preconditions

have to be satisfied:
Two sets of preconditions can be distinguished:

1. The direct preconditions which are mostly of economic natur=.

2. The indirect precondition, which are mostly of social naturs.

The main element of the problem of development is the balance
between the social and economic factors. The availability of physical and
human resources in appropriate proportions is a necessary precondition for.
growth, But the mere availability of resources is not a sufficient condi-
tion, To initiate the process of accelerated growth with securityslother

preconditions have to be satisfied:

1, Tﬁe human and social factor:
The society must have the consciousness of development and
determination to achieve the objective of accelerated growth. It must also
be capable to build up and administer the appropriate institutions organi-

zing efficiently the utilization of available resources .

2. Discipline:

The command by the government of the powers to influence the

2conomy is a necessary precondition. The precise role of the government in
the process of growth depends on the ideology of the society. But, even

under capitalism, the government takes the responsibility of safeguarding
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the interests of the economy, and setting up an efficient economic dis-

cipline to avoid frictions during the process of growth.

3. Planning:

So long as the process of growth is not self-propelling, plan=
.E;hg' is a necessary precondition, But formal planning is not sufficient,
unless the society has the determination and capacity to implement the

development plans,

4, Favourable international setting:

The progress of the newly developing countries requires a
favourable international setting in which the advanced countries take the
initiative to promote international cooperation in the field-of development,
These conditions have proved'their importance in the remarkable develop-
ment of countries like the Soviet Union and Western Europe. But the relative

~importance of the different conditions is not the same everywhere,

The problem facing the under-developed countries is that at
least some of these preconditions are lacking.yf 'ig this fact''which explains
the state: of under r--development in these countries, The initiation of
the process of accelerated growth requires drastic actions om the national

and international 1evels;
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Physical and Human Resources,

Economic development depends primarily on the availability of
physical and human resources which participate in the production process.
To avoid bottlenecks during the process of development, two conditions

are required:

1. Resources have to grow at an accelerated rate,

2. Resources have to be increased in appropriate proportions.

The acceleration of growth of resources is a necessary, but not
a sufficient condition, The condition of propertionality is to be satisfied
to ensure balanced growth in supply. The implication of this condition is
that the rate of growth of physical resources need not be the same as tha%

of human resources.

Acceleration of Capital Formation;

The acceleration of growth of gross national product requires

the acceleration of the rate of capital formation,

Domestic savings are the primary source of finanecing capital
formation, Their importance as one of the basic preconditions is unques=
tionable. It might have been the most important factor responsible for the
remarkable development in Western Europe. The importance of this factor
in the Soviet Union is emphasized too, but the flow of voluntary savings
was not sufficient enough to initiate accelerated growth, and the people

were forced to raise the rate of savings by Uiightening their beltsh,
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The developing countries are in a different position. Their
problem is that they cannot accelerate their rate of savings in the same
manner and if they depend on their own savings, the rate of growth might

be rather slow,

Two specific hindrances to the acceleration of savings are

obvious.

1. The low level of per capita income,

2. The concentration of the production of primary products for

exporte.

The first factor is a well-known one, and does not need more
elaboration., The second factor should not by over-looked. In the existing
international setting, this factor is a serious impedient to the accelera-
tion of rate of capital formation, The sharp short-term fluctuations in
the terms of trade increase risks and uncertainty and accordingly depress
the incentive to invest. In many countries, these fluctuations are super—
imposed on a downward trend which has the further effect of depressing the

capacity to save.

The long-run solution to the problem of savings is the develop-
ment of the economy, with emphasis on industialisation. This has the double
effect of raising per capita income, and reducing the depressing effects of

the termé of trade;

Other subsidiary factors are responsible for the low rates of

capital formation, such as waste and lack of saving institutions, Reducticn

of waste is equivalent to a rise in gross national product, thus, contributes
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to the availability of resources for physical capital formation. The
expansion of the services of saving institutions is essential for the
mobilisation of savings and the allocation of investment to industrialisa-

tion,

In spite of these factors which depress personal savings, there
is a feeling that there are possibilities for increasing institutional
savings. Public savings can be augmented through taxes, and corporate
savings can be augment through increased profits. The rate of domestic
savings may not, however, be adequate to meet the requirements of accelera-
ted growth, To fill the gap, the advanced countries have to put a part
of their savings at the disposal of the under-developed countries for the
purpose of development. This should not be considered as an act of charity,

but as a matter of good economy for the future.

Human Resources:

Human resources are defined as the whole stock of knowledge possz-

ssed by the society. The problem of developing human resources is not
confined to the production of knowledge, but includes also all the means

by which knowledge can be distributed rapidly over the community as a whole.

Studies of economic growth in the developed countries like U.S.A,
and U,K. emphasize the importance of the contribution of human resources
in the process of economic growth. The U.S. National Bureau of Economic
Research has sponsored a research which gave the result for U.S.A. economy
between 1919 and 1957. The residual accounting for two-thirds in U.S.A.
and three-quarters in U.K. is attributed to factors of human character.
These factors include the improvement of basic services, in technology,
administration, education and training. Nearly all these human factors

are influenced by education in the broadest sense,
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The importance of human resources in the under-developed coun=
tries is increasingly recognized. The shortage of skilled manpower is one
of the serious bottlenecks which impede the process of development. Even
if the country is able to increase its physical assets at an accelerated
rate, it may not be capable of efficient utilisation of the expanding
production capacity because of the lack of sufficient human resources.

Accelerated growth of human résources, perhaps at a rate highe?
tha. the rate of capital formation, is a necessary precondition of accelera-
ted growth of gross national product, The normal means of developing huma:
resources is the expansion of the educational system. This system involves
may issues which form the subject-matter of education planning., Besides °
the expansion of education, the development of human resources can be

accelerated by the-following means:s

1. The utilisation of education and training facilities in
the advanced countries to educate and train personnel sent by the develop=-
ing countries. This course may be cheaper in the short run, and may be
adopted by the small countries in the early stages of development, But
against the short-term advantage, there is the risk that the developing
country may lose their high-level manpower who refuse to return home or
who drift out of the country ultimately, even if they return temporarily,
The risk gives concern %to the United Nations in connection with its fel-
lowship programs. Also, it is one of the factors to be taken into account
in deciding between sending students abroad for education, against bull-

ding up national education institutions.
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2, The improvement of health conditions to reduce the loss of
qualified people by mortality. This course of action raises the problem
of the allocation of human investment between the different sectors within
the human resources. How much to invest in health and how much to invest
in education? Investment in health has the effect of prolonging the life
of the human capital. It can also increasé the efficiency of human resour-
ces and their availability. Calculation of the returns of investment in
health on the basis of the length of life during which the experience of
the zducated people is utilised, gives the result that this type of inves:-

ment is a very substantial factor in increasing the value of education,

3. The reform of the educational system to shorten the period
of education and training. It is generally accepted that this course of

action has the double effect of giving quick returns or reduced costs.

It is recognised that there is a certain minimum period that is
required to gain industrial experience, But the point is, how to shorten

the period by which technicians get this minimum experience. 91,

Though accelerated education is desirable as a condition of
accelerated growth, it involves certain risks. The first, and most impor-
tant risk is the social tension created by the unemployment of educated

people becamuse of the difficulty of entrance into industry.

The emphasis on the cultural value of education at the expense

of the utilitarian value, has had the effect of turning out thousands of
young people who could not be employed, and for them there is no further
technical training facilities., If this goes too far in a developing coun-

try, it can create social undesirabilities which could in its fturn have

dangerous political considerations .
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On the other hand, if a part of the population is left uneduca-
ted, a dual society will be created, which will result in the end in socizl
tension., Temporary tension created by accelerated education seems to be

unavoidable in the early stages of development.

The second risk is that accelerated education may lead %o the
inflexibility of the labour-force, as a result of over-épecialization. It
is probable that in the long run, education may lead to social mobility,
thus creating the psychological impetus to economic development, The slacking
of the development of human resources is, on the other hand, undesirable.
It creates bottlenecks which may have serious effects on economic develop-

ment .

To alleviate these risks, efforts to develop human resources should

be directly linked with the efforts to expand the physical production

capacity. The balance between investment in human resources and investment
in physical resources is an essential condition for balanced accelerated

growth,
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The Human and Social Factor:

Contemporary thinking is placing more emphasis on investment in
human resources than on investment in physical resources. Socio-economic
analysis suggests that the formation of physical capital is the result of
some underlying human factors., An educated and flexible population that
has characteristics, the attitude, and the capacity for growth leads to
the creation of investment opportunities, and the utilisation of the OpLO 2=

tunities that already exist,

Social Attitudes:

A favourable social attitude towards development is a precondi-
tion necessary to accumulate capital and to maintain the efficiency of
the production process., Growth cannot be accelerated, unless the society

has the determination and willingness to satisfy at least the following
conditions:

1. The motivation to advance to a high standard of well-being,
and the willingness to bear the sacrifice required to promote
progress .

2. The willingness to cooperate or to avoid the conflict of

; E , .
individual or class interests,

3. The promotion of the sense of innovation and the persistence
to catch up with the technological progress taking place

in the more advanced countries.

4, The willingness to take the.risks of opening new investment

opportunities and new areas of activity.

5. The promotion of the sense of responsibility and prevention

of corruption,
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These social attitudes can be learnt by any society, and there
is no reason, to assume that some societies are capable for development,

while others are not.

It follows that development is primarily a cultural decision,
i.eo it implies the acceptance of new sets of social values. It has to
be realised that the social transformation is not a smooth process; deve-
lopment in the cultural sense may be resisted by some sections of the so-
ciety who remain loyal to the traditional sets of values. Thus, cultural
development may lag behind technical development. This lag is responsible

for a great deal of frictions and social tension which threaten the process

of growth.

The System of Wants:

The human factor operates in another way. The ultimate end of
economic activity is the satisfaction of wants. Unless the society is
willing to change its system of wants, there will be no motivation for

sccelerated growthe

The system of wants is itself a part of the cultural reality.
With the changes in the social culture, the system of wants undergoes

three types of changes:

1. The quantitative type of change, i.e. the intensity of satis-

faction of wants.

2. The quantitative type of change, i.e. the appearance of new

types of wantse.

3, The institutional type of change, ..i.e. the desire for the

modernization of institutions,
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The "demonstration effect™ plays a significant role in bringi.g
about these types of changed, in the developing countries., The new tvpes
of wants and the modernization of institutions are usually borrowed from
the advanced countries., The changes in the system of wants gretaes these

types of problems:

The first is the pressure on domestic resources; The quantitative
-changes in ithe system of wuncs muy lead to a vurst of demand o
consumption goods. The rate of iacrease of consw:ption may exceed the rate
of increase of national product. The disparity between the two rates
creates a pressure on domestic resources, the result of which is either a
shortage of the resources available for investment.or.the appearance of

unsatisried wants., Both alternatives impede tne acceleration of growth.

The secoud provlem is the disequilibrium betw

()]
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n the pattern

of production and the pattern of demand., The transformation of the system
of wants creates up a new pattern of demand which is, more or less, bor-
rowed from the advanced countries., The transformacion of tne pattern of
production in the developing countries lags behi..d the traasformation of
the pattern of demand. The result is the disequilibrium between the two

patterns,

The changes in the character of the tecinological progress taking
place in the advanced countries is one of the primary factors responsible
for this diseguilibrium, Raference has bezn made to the gap of technoloyy
vetween the under-developed and the advanced countries, created by the
difficulty of transmitting the technological innovations which are caging

through

olace in the advanced countries to the under-developed countries

the production process.

Besides this, another development is taking place in the :dva.iced

countries. Techaolosy has vecome a social aud political iast¢itucvioinn, In



(21)

the advanced countries. Technology has become a social and political

institution. In these countries, particularly the United States and the

Soviet Union, priority is given to innovation, not only as applied to
transforms the production process, but also to mould the social structure.
This fountain of innovation is 1like shock-waves, spreading.in the society
These shock-waves advance in techniques, affect the under-developed
countries from the supply side and the institutional side rather too quick,

while they are not easily transmittable to the production process.

The discrepancy between the pace of transmission of the produc- -
tion effect and transmission of the demand effect of technology explains
the disequilibrium between the pattern of production and of the pattern of

demand, -

Equity and Social Justice:

To promote public interest and national determination to acceler-
ate growth, everyone must have share in the benefits of development, that
is to say, the increase in per capita income should eventually be widely
shared., This is also a strategic necessity in order to mitigate tensions

that arise in the process of economic development.

This raises the issue of distribution of national income as one

of the determinants of accelerated growth., One of the objectives of

development policy is to have a society in which the differences are not
too large. This issue of income distribution has a bearing on both the

education policy and the investment policy.

In the Scandinavian countries, it is observed that the unskilled
labourers: are paid higher compared with skilled labourers by about 15%.
The: wage differentials is a reflection of the relative supply position of

qualified and ungualified workers, which is brought about by education.

The situation in the under-developed countries is different.
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Wages are differentiated in favour of skilled workers. The accelerated
demand for high quality technicians, as a result of accelerated growth,
may widen the wage differentials., This possibility have to be taken into

consideration in educstion planning,

As regards employment policy, employment expansion is the norme
al, but not the sole, method of sharing the gains from rising incomes,
Making full use of the labour force and of labour intensive technology
in the developmet effort leads to more equitable distribution of income,

and to higher consumption; whereas capital intensive technology leads to
the more of investment, but less equitable distribution of income. That

is to say, equity and maximization of income may be two conflicting

" objectives, The development policy has to ensure the balance between the

social and economic objectives,

Y
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The Role of the Public Sector .

The principle that the public sector has a fundamental role in

gconomic development. is generally accepted, The tasks of the public

sector are#

1,

8

The responsibility for about 50% of net capital formation,
even in those .countries in which production is left to the

private sector,
The determination of the pattern of preconditions and funds.

The responsibility for adminstration and security.

The responsibility for establishing the right kind of insti=-
tutions,

Development policies: fiscal and monetary, trade, agricultu<

ral, investments, social and geographical policies,

The responsibility for the essential services preparatory to

development: statistics, industrial status, transport power,
public utilities, etc.

Development: planning, which is the best possible way of
performing the tasks systematically.

Implementation of the development plans,

The appropriate scope of the public sector depends on certain

factors: .

1-

Qe
Je

by

The quality of the government as an instrument for economic
development,

The social mechanism of government intervention,

The degree of interference with the enterpreneurial functions,
not only in the private sector, but also within the framework
of the public sector itself. )

The social and political pressures which are the manifestation

of the nationalist ideology.
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5« The response of the private sector to the development plan.

A éiéﬁfisiéxpressedi that the real issue is the extent of the
public sector, Each country is to be inspired by its own peculiar cirumst-
ances in delineating the appropriate scope of the public sector. But still
the guestion is yepthy of some reasoning, If at a certain stage of develop-
ment, the public sector expands more than is justified by the peculiar
circumstances of the country, the public sector may be a handicap to the

development of the of the economy,
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Accelerated Growth and Planning.

The definition of accelerated growth raises the issue: Is

planning a precondition of accelerated growth?

In the traditional society, the components of the economy are
so fitted that the spontaneous interplay of economic forces keeps the
society in a stationary state. To put the system into dynamic action,

three elements have to be introduced:

1. An objective.
o~ A drive , i.e, a determination to achieve ,specified object-

iVeS¢
3~ A mechanism for collective mobilization of resources.
These three elements are implied in planning.

Planning in its general sense is defined to mean target-setting,determina-

tiong and a machanism of wobllizing resources. In thils sense, plancing Iis

a necessary precondition for accelerated growth.

Objectives of Planning:

The objective of planning is the optimisation of the utilisation
of resourcesy, i.e. the achievement of specified targets with minimum waste.
It is generally agreed that the optimisation of gross national product
should be the basic objective of planning, whether in the socialist
countries or in the developing countries. This objective implies the

maximisation of labour productivity.

In the developing countries, where the problem of under-
employment is an acute one , the optimisation of gross national product
may not be compatible with the optimisation of employment. The reconci-
liation of the two objectives is the major problem of manpower plannring,

But, whatever the solution of the problem is, the average productivity

of labour musi be optimised, This is the basic condition which has to
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be satisfied in order to achieve the ultimate target of the society as a

whole: The optimisation of satisfactions.

The optimisation of gross national product is limited by a number

of objective conditions.

These are:

1,

2e

Je

The political aims of the government, internally and external=-

1¥..
The national resources of the country and the conditions of

production in mining and agriculture.

Manpower supply, and the rate of growth of population in case
of full employment.

The given level of skill, and the possibilities to train
qualified workers.

The state of technique and the possobilities of utilisation

of modern techniques,

The economic starting condition with respect to the level of

employment, foreign exchange position, etc.

Within the framework of these political, natural, demorgraphic,

educational, technological and economic starting conditions, the optimum

plan is the one which provides full proportionality between the following

objectives:

1.

Se

Employment, i.e the creation of employment opportunities for

unemployed manpowere
The development of the level of techniques in each branch of
economic activity to maximize the productivity of labour and

the efficiency of utilisation of physical resources.

The development of the standard of living.



(27)

4~ The development of the structure and volume of foreign trade

to correct structural disequilibrium in the balance of pay-

ment if it exists.

In this sense, the optimum plan provides the maximum rate of
growth which can be achieved within the boundary of the limiting cond-

itions.

The Drive Towards Optimality:

The condition of optimality, as defined above, may give the
impression that the formulation of the national comprehensive plan is a

necessary element of planning.

Planning in this sense is particularly necessary for the operat-
jon of a socialist economy in which production units are nationalized.
public ownership creates both the necessity for planning and, at the same
time, provides the planning authorities with means strong enough %o guarantee

+he execution of the plan,

Some economists doubt the influence of planning, even in the
.socialist economics. They believe, that the role of planning in these
economies is overemphasized. The Soviet Union, for example, does not depend

on planning as much as the Soviet authorities claim.

It is even claimed that formal planning is not a necessary

precondition for growth., Some countries, like Japan and Western Germany,
have been able to achieve high rates of growth, without resort to planning.
These achievements are attributed to high rates of capital formation and

improvement of labour productivity by training and education.

In other countries, like Ceylon, formal plans have been formulated,

but are never implemented, and, consequently, little growth has been achieved.
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These cases point out the most important element of planning:
national determinateness and national consciousness. In the cases of

Western Germany and Japan, the high rates of growth have been the result

of the determination by the government and the public, to utilize available

resources’ Wwith maximum efficiency. Even in the Soviet Union, and other
soaialist; countries, the rapid growth has been the result of national
detymination. , In the case of Ceylon, thelack = of this driving force

explains the poor achievements in spite of the existence of formal plans.

The Mechanism of Mobilizing Resources:

Planning implies the operation of a mechanisn for collective

mobilization and allocation of resources,

Under the system of private enterprise, resources are mobil-
ized through the market mechanism. Decisions taken independently by

enterprises are supposed to be brought into harmony by the equilibrating

mechanism of supply and demand.,

Experience has proved that the coordinuticn of the independent

decisions through the market mechanism is not perfect. Waste of resour-

ces is unevidable, because of risk and uncertalinty.

Planners in the socilialist countries advocate that central
Planning'eliminates the waste caused by imperfection of the market.
Centralisation of decision making ensures the coordination of the deci=.

sions which satisfies the condition of optimalitye It is admitted that

central planning delays the transmission of directions from the central
Blanning authority to the organs responsible for the implementation of the

plan; and may lead to decisions incompatible with consumer's preferences.

This defect can be corrected by delegating the power of making
certain decisions to the executive organs, and allowing the market
mechanism to guide the central planning authorities to consumer's prefer-

ence,

-
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The experience of planning in Poland is interesting. From 1949
until 1956, there had been a highly centralized system of planning. After
a few years, it was felt that the system was a hindrance to the develop~-
ment ©Of the economy. Some of the directives took much time to be trans-
mitted and these delays caused inconvenience to both pianners and business
fianagers* 2 decentrali;ation system of planning was then introduced. The
system envisaged a price system controlled by the central authority with =
wide range of choise for the executive organs in business, as to what to
produce and what methods to apply. Connected with thié, a system of

incentivés was introduced,.

The role of the market is rather limited. It serves as a guide
the orientation of production plans for customers goods only, but it does
not serve as a guide to the allocation of investments. Both the level and
structure of investment depend on the rate and direction of growth of the
economy as a whole., So production targets and the corresponding alloca=-

tion decisions were left almost wholly centralized,

The managed price mechanism could not help the central planning

authority to take the decision and transmit directives to enterprises in

due time for action.

Two procedures for a decentralized mechanism preparing centralized
jecision are adopted:

a. Production decisions are based on data coming from enterprises
and aggregated along industry lines.

be Investment decisions are based on applications of individual
enterprises., Definite investment criteria devised by the cent-
ral planning authority are applied before submitting the appl-

jcation to the central authoritye.
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These two progedures: help to facilitate the process of transmise-

sion of directives which is of crucial importance to central planning

machinery.

Socialist economists advocate that principles of planning in
socialist economies can be applicable to those developing countries where
there is an extended public sector. But the question is whether the exten-
sion of the public sector is a necessary condition for development, The
answerr to this question depends on the social organisation, and the capabi-

lity of the private sector to carry out the development plans.
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International Setting of Accelerated Growth.

The rate of growth of the developing countries depends largely on the
characteristics of their regional and international relations. There are

factors that favour such growth, and there are others that retard it.

The terms of trade:

Economic activity of the under-developed economics is generally

determined by one or two major export commodities. The first prerequisite

.for accelerated growth is the optimisation of the share of the producing

country in the proceeds of these commodities and the relative stability of

their prices at a reasonable léveli.

Many economists believe that contemporary international setting
jdoes hot provide this condition. The prices of primary products produced
by the under-developed countries are moving in a downward trend, while
orices of manufactured commodities produced by the advanced countries are
maintained at a fairly high level, The result of these movements is the
trend of the terms of trade move in the long run against the developing
e6untries. If the deterioratiSn of the terms of trade of the developing
countries is proved to be true, it would have a significant bearing on
the capacity of those countries to save: the rate of saving would be kept
at a level it is difficult to initiate accelerated growth. On the other
hand, the improvement of the terms of trade of the advanced countries would
contribute to the acceleration of the rate of savinge. This contrast has
induced some economists in the developing countries to believe that the -

advanced countries are growing at - the expence of the developing countries.

The hypothesis that the terms of trade of the developing countries

are moving in a secular downward trend is challenged by other economists.
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They doubt whether avaiblable statistics are sufficient to support the
hypothesis of the secular movement of the terms of trade. Even if the
statistizs prove that such a trend has actually existed, there is no ‘ap=
riori ' reason why in the future the terms of trade should necessarily move

against the developing countries producing primary products.

Apart from the controversy on the long run trend of the terms of
trade, there is a general agreement that the prices of primary products
are Wwylnerable to wide fluctuations, while the prices of manufactured com-
modities are relatively more stable, The instability of the terms of
trade of the primary producing countries constitutes a hardship for under-

developed countries.

These temporary fluctuations in prices of primary products can be

met by commodity agreements. Another solution is the insurance scheme,
proposed by the U.N. group of experts, according to which the losing
countries be compensated for a certain portion of the loss suffered

because of the fall of prices of their exports.

These are, however, temporary measures. The long-run solution is
to switch from the production of primary goods to the production of

manuTaetured goods. The way to this is development.,

International specialization:

Growth may be promoted through international specialization. But
specialization involves risks. The experience of the developing countriés
asserts the need for a thorough revision of the theory of comparative advan-

tage, since the main factor of accelerated growth is not specialization
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but intensive industrialization, Industrialization provides the means for

attaining three major targets:

1., Maximisation of national produéﬁ;
2. Diversification of production.

3+ Expansion of employment,

To achieve these objectives, the industirialization program can
be designed to process the materials produced at home in two types of in-
dustries:

1, Export industries established with the particular objective of competing

in the world market,

2, Import-replacing industries, established to substitute domestic products
for imports in the various stages of the production process. It has to
be realised that the present international setting does not favour the
promotion of export industries in the developing countries. Existing
obstacles in the world market created by the highly industrialized coun-
tries limit the world market for the manufactured commodities produced
by the newly developing countries, To give opportunities for the newly
developing countries to promote their export industries, the present

international setting has to be re-arranged. Two arrangements are possible.

The first is the liberalization of trade between the advanced and
the developing countries., This arrangement requires the achievement of

high efficiency in the export industries in the developing countries,

The second alternative is,.the establishment of regional markets
for the newly developing countries, e.g. an African common market. This

arrangement would permit greater scale and efficiency of output in each
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member state serving the regional market, and yet at a lower level of

efficiency than in the industries serving the world market.

Both arrangements have certain manpower implications. Export
industries serving the world markets have to be established on a capital
intensive pattern, It is not necessary to use such techniques if the export
industries serve a regional market. With respect to import-replacing
industries, the possibilities of success are more promising., The argument
of infant industries generally applies. These industries can be sheltered
behind tariffs. But a careful selection of the appropriate fields of indus-
trialization is necessary. Costs and prices should be receptible to pro=-
gressive decreases to gain the benefits of productivity and economics of
scale, To maximize employment opportunities, these industries can be
established on a labour-intensive basis, since these industries do not

require high efficiency.

In both cases when labour-intensive technology is recommended
to expand employment, it is important to reduce the labour cost resulting
from resort to this technology,,by efforts to develop management, to
improve productivity, and to train labour. If the wage level is relatively
high, consideration can be given to applying shadown prices if there
is a clear national advantage of subsidizing the expansion of employment

opportunities.

Balance of Payments Problems:

Chronic disequilibrium in the balance of payments experienced
by the developing countries is a limiting factor to accelerated growthe
The foreign exchange position determines, not only the scope of develop-

ment, but also the content of the development programs. The application
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of the foreign exchange criteria may justify the expansion of certain

industries because they contribute to save foreign exchange resources,

irrespective of efficiency,

The determination of the rate of exchange of the developing count-
ries currencies is important not only for balance of payment reasons, but
also in respect of future structural changes. For instance, an over-valued
exchange rate tends to encourage the purchase of capital equipment in lieu
of the use of labour saving devices, and is by the same-taken a getepent’

to efficient maintenance practices, as the equipment can be replaced at

relatively low cost,

The international economic frame work of the nineteenth century

was effective in solving balance-of-payments problems, It is not possible

in the present international setting to return to the gold standard. A new
framework for international payments has to be set up to relieve the deve-
loping countries from the balance of payments pressures, International
institutions, such as the International Monetary Fund and the Internatio-
nal Bank for Reconstruction and Development have rendered a valuable service
to the developing countries, The establishment of regional. institutions,
such as the proposed African Development Bank, is welcomed, But more effort

in this direction is still required,

International Capital Flows:

If its growth is to be accelerated, the development of production .
cannot depend on the purchase of capital eugipment on export proceeds alone.
Capital import is a major contributing factor to accelerated growth, Some |,

economists favour the flow of capital into a country in the form of equity.
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Foreign private capital may fulfil a particularly important role in assis-
ting in the development of export industries, It brings along with the
technical experience, the knowledge of the international market. However,
as 1t contributes to increase the foreign exchange earning capacity of the
country, it more than offsets the future foreign exchange requirements to
attend to the remittances of profit abroad. In other circumstances this
factor could at a given stage, impair the steady and balanced growth which

is as important as the accelerated growth in the process of development.,

Financial assistance from international credit institutions or
foreign governments is becoming increasingly significant in the effort of
attaining accelerated growth, Although insignificant, funds are being made
available in even larger amounts in a variety of forms-bankable laans at
low interest or no interest bearing loans and outright grants, Inter-govern-
mental loans with favourable conditions for their repayment including
repayment in local currency, represent the great bulk of capital flowing
into most of the developing countries, The fact that they are the best con-
clusive to create future balance of payment problems, that they can be best
channelled to the fields of investment, according to the pattern determined
by the national plans, and that they do not make for friction with nationsl
interests of the economy are &tements in favour of a continuous growing of

these forms of international financing.

The International Flow of Knowledge:

An important element in the international setting is the flow of
knowledge for the benefit.Oof the developing countries, expert advice,, training
abroad and leadership training through exposure to different settings.
Adaptation to conditions of developing countries calls for an effort that

is often under—-estimated,
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Appraisal of the Present International Setting:

The mentioned factors point to the v1ta1 need for a favourable
setting if development policies and programs.. .in the developing" countrles
are to be implemented at an accelerated rate. Yet, there is a strong feelifg
that the actual international setting handicaps the possibilities of

accelerated growth.

The political factor may be responsible for the gap between the
actual and ideal situations. International tension affects'development in
sany ways. Defence programs in the advanced countries absorb a large part
of public expenditure. The energy and resources of the advanced countries.
are éxhausted by rearmament, if these resources are diverted to help the
under-develcoped countries, they would make a good contribution to the pro-
gress of the world economy in general and to the acceleration of growth of

the developing countries in particular.

Apart from the issue of defence, the political factor plays a
role in shaping the economic relations between the advanced and the under-
developed countries. Political suspicion, whether justified or not, is
responsible for impeding the smooth flow of capital funds and the liberaliza-

tion of trade;

International institutions have made a significant coptrlbutlon
to the promotion of international cooperation. The movement towards the
formation of common regional markets is welcomed as an attempt to coordinate

and articulate the various national developing economies through planning,.



